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Objective
The objective of the mission was to properly prepare and execute the 2nd meeting of the Steering Group within the project titled "Promote achieving the Millennium Development Goals on Water Supply and Sanitation (WSS) in Georgia through extending the Financing Strategy for WSS to Rural Areas and Facilitating Related National Policy Dialogue".  

Meetings
The following meetings were held during the mission - in addition to internal meetings and meetings with Ms Tatiana Efimova, OECD/EAP Task Force:

· Tuesday, 26 Feb 2008, Ministry of Economic Development of Georgia, Mr Grigol Kakauridze, Head of Department, Department of Urbanization and Construction

· Tuesday, 26 Feb 2008, Ministry of Environmental Protection and Natural Resources of Georgia, Ms Nino Tkhilava, Head of Department, Kolbin

· Wednesday, 27 Feb 2008, Ministry of Economic Development of Georgia, Mr Vakhtang Lejava, First Deputy Minister, and Mr Grigol Kakauridze, Head of Department,

· Thursday, 28 Feb 2008, 2nd SG meeting.

Annex I provides information about persons met. 

Agreements made
The following agreements were made during the mission:

· ASB provides the following persons, with whom Mr Grigol Kakauridze has met, with the baseline scenario report:

· Mr In Ho Keum, ikeum@adb.org, ADB, Principal Urban Development Specialist, Manila; and

· Mr Roysten A. Brockman, roy.brockman@ghkint.com, GHK International, London (www.ghkint.com).

· The project team provides the participants of the 2nd Steering Group meeting with a note providing brief information and data about the four development scenarios presented and discussed at the 2nd Steering Group meeting in late March. The note will include a recommendation on which development scenario to build upon with regard to the financing strategy. 

· The 3rd Steering Group meeting will be held in May 2008. 

Further information
The minutes of the 2nd Steering Group meeting provides further information. 

Annex II provides the minutes of the 2nd Steering Group meeting. Please note that athe agenda and list of participants are attached as Appendices 1 and 2. 

Annex I
Persons met

This annex provides information about people met during the mission - in addition to Ms Tatiana Efimova, OECD/EAP Task Force Secretariat, and members of the project team. The information is provided in terms of Table I.A. 

Table I.A
Persons met

	
	
	

	Ministry of Economic Development of Georgia
	Mr Vakhtang Lejava, First Deputy Minister
	P: +995 32 92 33 11
E: vlejava@econom.ge

	Ministry of Economic Development of Georgia
	Mr Grigol Kakauridze, Head of Department, Department of Urbanization and Construction
	P: +995 32 98 84 30
E: gkakauridze@econom.ge

	Ministry of Environmental Protection and Natural Resources of Georgia
	Ms Nino Tkhilava, Head of Department 
	P: +995 32 72 72 50
E: ntkhilava@moe.gov.ge

	Ministry of Environmental Protection and Natural Resources of Georgia
	Mr. Giorgi Kolbin

Head of Department

Ministry of Environment


	P: +995 32 72 72 23
E: gmep@access.sanet.ge
zl@gol.ge


Annex II
Minutes of 2nd Steering Group meeting

This annex provides the minutes of the 2nd Steering Group meeting. 

Minutes of Meeting

Second Meeting of the Steering Group for project

“Promote achieving the Millennium Development Goals on Water Supply and Sanitation (WSS) in Georgia through extending the Financing Strategy for WSS to Rural Areas and Facilitating Related National Policy Dialogue”

The Steering Group of the abovementioned project held its 2nd meeting on 28 February 2008 at the premises of the Ministry of Regional Development of Georgia. It was attended by about 20 participants. The participants included officials from various ministries, water utilities and NGOs. 

The agenda of the meeting is attached as Appendix 1 and the list of participants as Appendix 2. 

The objectives of the meeting were:

· To present and discuss the baseline scenario included in the Interim Report. An Executive Summary in Russian had been distributed to all invitees beforehand.

· To present and discuss possible development scenarios.

· To agree upon next steps to be taken in order to arrive at a realistic financing strategy for the water sector in Georgia by May 2008. 

In this context: 

1. The meeting was formally opened by Ms Tatiana Efimova (OECD). She stated that almost a year has passed since the kick-off meeting and number of changes happened since in project organisation and structure. She presented the new Co-chair of the Steering Committee, Mr Vakhtang Lejava (Deputy Minister of Economic Development) and also the Mission Project Manager, Mr. Jesper Karup Pedersen (COWI).

2. Mr. Vakhtang Lejava made a brief introduction. He referred to the history of financing strategy development in Georgia and stated that the process of developing a realistic financing strategy actually started almost four years ago. The purpose of the new strategy being developed is to incorporate rural sector into analysis and look with a fresh eye on the most recent changes in water and sanitations sector in Georgia. Mr. Lejava also stated that little has happened in the sector during the last year, foremost due to political circumstances. However, there is strong determination of the part of Government to speed up the reform processes in this area. Hence, the current financing strategy meeting is well in time. Mr. Lejava called for active discussion of all the issues raised during the meeting and formally opened the agenda.    

3. The formal agenda of the day has been opened by Mr. Pedersen. He briefly restated the objectives of the financing strategy and of the current meeting. Mr. Pedersen then provided an overview of the project time schedule, tasks that have been undertaken till date and tasks that are still outstanding. He emphasised that further results of simulations being made will be passed on to the members of the Steering Committee and after one round of comments will be formalised into the Final Report. The next mission to Georgia will then follow (most likely end-April, early-May) where the final report will be discussed. The rest of May month will be used to complete the final task of the project – namely, providing assistance to the OECD in developing performance indicators for the WSS sector in Georgia and also in facilitating the further financing strategy implementation. Mr. Pedersen especially stressed the need forf a well defined Implementation Plan without which conclusions and recommendations of the financing strategy will remain yet another report. Mr. Pedersen stressed that the preparation of an Implementation Plan is not part of this project. He referred to the EECCA Component of the EU Water Initiative, where funding for similar processes in other countries has already been identified (for example for Moldova). 

4. Mr. Peter Maximenko (COWI) presented the technical, operational, and engineering profile of Georgia water supply and sanitation sector in urban and rural areas. The presentation started by explaining that urban water sector data and mainly based on information collected during previous financing strategy work. Current project did not have as its objectives additional data collection for urban infrastructure; hence most of the technical information presented for urban settlements refers to year 2005. 

Mr. Maximenko then continued with presentation of number of technical parameters of urban water sector. A number of questions for clarification were asked. The following technical areas were covered:


a. Sample specification of included urban settlements;

b. Coverage;

c. Regularity;

d. Water quality;

e. Level of asset deterioration;

f. Level of energy consumption;

g. Types of water sources used across the country.


Subsequently, Mr. Maximenko presented similar situation in rural areas. He started by again explaining the sampling of rural settlements for data collection. It was pointed that explicit data collection from rural areas is part of this project, hence questionnaires and data sheets has been prepared to conduct such data. The entire territory of Georgia has been divided into four zones in accordance with geographical, water resource availability, institutional, social, and administrative characteristics. Total number of settlements where questionnaires were distributed is 25 with number of covered population at 46,000 people. Then technical description of the available services has been presented similar to the structure presented in description of urban services with stress being made at evaluation of services in comparison with Millennium Development Targets:   
 

a. Sample specification of included urban settlements;

b. Coverage;

c. Regularity;

d. Water quality;

e. Level of asset deterioration;

f. Level of energy consumption;

g. Types of water sources used across the country.

The most important conclusions regarding rural sector services are: 


a. Coverage by centralised water supply system according to sample data is at 30%;

b. Even if centralised system is limited in its scope, the water losses in that system are large standing at about 60%;

c. Water quality is generally low as very limited or no purification takes place;

d. Most of existing assets are worn-out and almost not usable;

e. Large part of population is using ad-hock arrangements to get the daily water consumption – in general such attempts are successful as evaluated water regularity is very high;

f. No systematic plan or organisation exists that takes care of rural water supply and sanitation services.


At the end of his presentation Mr. Maximenko presented results of baseline scenario expenditure needs assessment. The concept of “baseline scenario” was explained as “business as usual” option. However, it was stressed that in this scenario levels of assessed operational costs will be higher than current situation, since normal maintenance of the system is currently not taking place in almost any water company. Total cumulative over 20 years period expenditure needs in rural areas stand at 20 million Lari, in urban areas at 189 million Lari. In terms of average per capita per year these numbers result in 11 Lari/capita/year and 86 Lari/capita/year in rural and urban sectors respectively. 

5. Mr. Baghdasaryan (COWI) presented the situation with baseline supply of finance. He stressed the key three sources of sector financing are user charges, budget resources, and external financing. An alternative source of financing could be private capital, micro-credits, and community financing. These alternatives, however, are very limited in Georgia. Further on, detailed information regarding evaluated user charges in Georgia has been presented. It was stressed that tariffs for water services has been relatively stagnant over last years. Only in larger cities dynamics of tariff increase has been observed. This resulted in slight increase of total billed user charges from 52 million Lari in 2005 to 60 million Lari in 2006. The numbers, however, show only potential revenue. The actual cash flow is smaller due to acute collection problems. Average collection rate from households is at 44% and from other customers at 77%. Resulting actual cash flow in 2006 stand at only 39 million Lari. In terms of cost recovery this means that only 57% of total O&M costs are covered. Therefore, while user charges are the most important source of sector financing, they cannot fully account for needed expenditure due to chronically low tariffs and very low collection rates, especially from households. 

The second major source of financing is budgets of different levels. An interesting fact in this respect is that total financing from such sources of the water and sanitation sector has been relatively stable over last years. However, the most recent trend is that larger share of that funding is allocated as capital expenditure contributions and not as O&M subsidies as before. Total amount of budget financing from all sources is estimated at about Lari 24 million, of which Lari 17 million are in the form of capital expenditure contributions. Total budget financing in 2006 accounts for 0.6% of consolidated budget. Experience of other comparable countries suggests that typically such expenditure are in the range of 1.5% of consolidated budget. Hence, it is possible to conclude that current budget financing is relatively low and can be at least doubled in the coming years. The remark and comment from Mr. Lejava suggested that, in his opinion, budget financing should ideally be at zero level. While generally agreed with the statement, Mr. Baghdasaryan suggested that this could be the case when sector is self-sustainable and tariff covers all the necessary costs. Until this is not the case in Georgia, budget financing will be important source of sector financing.

The third funding source for the sector is external donors and IFI’s. Amount of financing from these sources increased over last 2-3 years, mainly due to efforts from EBRD, Millennium Challenge Georgia, and budget contributions via MDF structure. Mr. Baghdasaryan listed a number of ongoing projects in water sector showing structure of financing and status of each project. While total number of projects (a pool of financing) is quite large, it has been stressed that in assuming funds availability from this source, only the projects that are currently under implementation or are approved has been taken into account. 

Then, the situation with financing rural water sector was presented. The main features of rural water sector setup were described as follows:

a. No systematic mechanism of service provision exists;

b. No systematic institutional structure for sector reform exists;

c. No regular payment mechanism exists;

d. Payments are ad-hoc and based on the local community arrangements;

e. About 45% of covered households pay for water;

f. Payment is typically a fixed amount with no correlation with water consumption;

g. Average across paying households is 3 Lari/capita/year;

h. Budget contributions average is at 2,5 Lari/capita/year;

i. External financing (mostly MDF) has been substantial in recent years and is averaging 26 Lari/capita/year.


Mr. Baghdasaryan summarised available supply of financing stating that in total about 160 million Lari annually seems to be available to urban water sector and about 15 million Lari annually to rural water sector. Compared to the estimated expenditure needs in baseline scenario this suggests that already at the level of baseline scenario substantial gap exists. Two potential measures to increase supply of finance in baseline scenario has been modelled, namely increase of tariffs to 3.5% of average household income and increase of collection from all customer groups to 95%. While reducing the gap, these measures did not close it completely and substantial gap, especially in urban area, remains.  

6. Mr. Pedersen and Mr. Maximenko presented a number of potential development scenarios for discussion. Four scenarios were presented. Scenario 1 provides the maximum of service levels and assumes Scenario 3 plus new construction of facilities. Scenario 3 was described as Scenario 2 plus increased coverage, rehabilitation of water and wastewater treatment plants, and renovation of existing centralised infrastructure in rural areas. Scenario 2 implies that MDG goals are supplemented by measures to increase energy efficiency and renovation of main facilities. Finally, Scenario 1, constituting the minimum scenario, has been set as the MDG scenario. Table A below provides an overview of the four scenarios. 

Table A
Four development scenarios


	
	Scenarios

	
	1
	2
	3
	4

	Urban

	 Increase coverage of water and wastewater collection
	x
	x
	 
	 

	Rehabilitation and replacement of water and sewer network
	x
	x
	x
	x

	Water loss reduction 
	x
	x
	x
	x

	Water conservation/reduction of demand
	x
	x
	x
	x

	Improve energy efficiency
	x
	x
	x
	 

	Increase water and wastewater treatments
	x
	 
	 
	 

	Rehabilitate water and wastewater treatment plants
	x
	x
	 
	 

	Rehabilitate water treatment plants
	x
	x
	x
	 

	Improve regularity of water and wastewater collection
	x
	x
	 
	 

	Improve/increase operation and maintenance 
	x
	x
	 
	 

	Rural

	Rehabilitation of water supply network for centralised system;
	x
	 
	 
	 

	Rehabilitation and replacement of water supply network for centralised system;
	x
	x
	 
	 

	Water loss reduction 
	x
	x
	 
	 

	Water conservation/reduction of demand
	x
	x
	x
	x

	Improve energy efficiency
	x
	x
	x
	 

	Reduce not-improved water supply from 40% to 16%
	x
	x
	x
	x

	Reduce not-improved sanitation from 11 to 3 %
	x
	x
	x
	x

	Change of technology in water and sanitary delivery
	x
	x
	x
	x


7. A very lively discussion evolved around these four scenarios. Some participants noted that ideally the maximum scenario should constitute the basis for the financing strategy. However, it was pointed out by others that large gap exists even in baseline scenario; hence the level of ambition needs to be matched with country possibilities. 

Mr. Lejava mentioned that current way of scenario analysis reminds him of an attempt to “fix an old car” while ignoring the possibility of entirely new technologies. In terms of the WWS sector this implies that he would rather see a project that is evaluating the potential for water sector to radically change its institutional setup and structure and start offering water services on entirely new, modern business oriented commercial principles. Ms. Efimova agreed and acknowledged that perhaps the tasks set in this project are more limited than current needs of Georgia dictate. And, unfortunately, the limited project resources do not allow it to go beyond such limited task. However, further opportunities might arise in the near future and a follow-up project might be formulated to address those issues stated by Mr. Lejava. It was decided to revert to this issue at the 3rd meeting of the Steering Committee.

With respect to the development scenarios from financing side the following issues were discussed:

a. Possibility of current Georgian budget to increase further allocations to water sector (maximum set at 1,5% of consolidated budget);

b. Possibility to increase tariffs for those income household groups that can afford it;

c. Mechanism for tariff setting for low-income household groups and respective social protection measure(s) where necessary;

d. External financing and possible extension of assumption on such financing for the entire forecasted period (as compared to only actual financing for baseline scenario) – this would involve analysis of country strategies for major donors and IFIs, such as EBRD, WB and KfW; 

e. Private capital potential.   

8. In conclusion the Steering Group decided upon the following: 

a. The Consultant shall prepare a brief technical assessment of all four scenarios from the point of view of expenditure needs - expenditure profiles (as soon as possible);

b. These expenditure profiles (quick assessments) will be forwarded to Steering Committee members for review in the form of brief note (2-3 pages) in late March;

c. Based on the evaluation of potential difference in expenditure needs between the expenditure profiles a recommendation will be made by Steering Committee as to which scenarios need to be developed further in a more detailed fashion (a no objection procedure to the note mentioned under point b will be applied);

d. The Consultant shall prepare a detailed development scenario analysis on the basis of selected scenarios (2-3 scenarios), include this into the Draft Final Report (to be submitted in mid April) and submit the Draft Final Report to the OECD for comments (comments to be received in late April); 

e. The Draft Final Report will be revised on the basis of comments received from the OECD and forwarded to all stakeholders after which the third SC meeting will be organised in Tbilisi (early May);

f. With respect to development scenarios from financing side, it was agreed that following need to be analysed to the extend possible:

i. Possibility of current Georgian budget to increase further allocations to water sector (maximum set at 1.5% of consolidated budget)

ii. Analysis of income groups and possibility to increase tariffs for those income groups that can sustain it

iii. Evaluation of the degree of low income families and suggestion of a mechanism for tariff setting for this group and respective subsidising where necessary

iv. Additional analysis of external financing and possible extension of assumption on such financing for the entire forecasted period (as compared to only actual financing for baseline scenario) – this would involve analysis of country strategies for major donors and IFIs (3-4 IFIs).

9. The meeting was concluded by Mr. Lejava who thanked all participants for good and constructive discussions.  

Appendix 1
Agenda

The agenda is provided below. 
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Многосторонняя встреча

Тбилиси, 28 февраля 2008 г. 
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Повестка

	09:45-10:00
	Регистрация

	10:00-10:15
	Открытие заседания и вступительное слово Сопредседателя

Г-н  Вахтанг Лежава

	10:15-10:30
	График реализации проекта и отчет о ходе работ

Г-н Йеспер Каруп-Педерсен, COWI

	10:30-11:00
	Базовый сценарий – краткая характеристика технического состояния сектора, выводы по анализу технических показателей

Г-н Петр Максименко, COWI

	11:00-11:30
	Базовый сценарий – краткая характеристика финансового состояния сектора, выводы по анализу финансового состояния и дефицита финансирования 

Г-н. Ашот Багдасарян, COWI

	11:30-12:00
	Обсуждение базового сценария – вопросы и ответы

	12:00-12:15
	Кофе пауза

	12:15-13:00
	Возможные сценарии развития

Г-н Йеспер Каруп-Педерсен, г-н Петр Максименко, COWI

	13:00-13:30
	Обсуждение и согласование возможных сценариев развития

	13:30-13:45
	Закрытие заседания.

Г-н. Вахтанг Лежава


Appendix 2
List of participants

Список участников второго заседания Наблюдательного совета

1. Канделаки М. – Грузводоканал 
2. Келбакиани Г. – Грузводоканал 
3. Джологуа С. – Грузводоканал
4. Квернадзе Г. – Грузводоканал
5. Гулуа Дж. – Грузводоканал
6. Лежава Г. – Министерство экономики 
7. Какауридзе Г. - Министерство экономики
8. Квезерели Б. - Министерство сельского хозяйства
9. Чхобадзе Н. - Глобальное партнёрство воды-Председатель центральной Центральной Азий и Кавказа 

10. Макарова М. - Министертво охраны природы 
11. Босташвли Н. – Фонд муниципального развития 
12. Дзамукашвили Г. - Глобальное партнёрство воды-Председстель в Грузии 
13. Хупения К. – Горийский водоканал
14. Арабидзе Т. – Зестафонский водоканал 
15. Абрамия Л – Хобский водоканал 
16. Чиковани Н. - Министерство охраны окружающей среды и природных ресурсов Грузии 
17. Отиашвили - Министерство охраны окружающей среды и природных ресурсов Грузии 
18. Гиуашвили Н. – Министерство труда, здравоохранения, и социального обеспечения, главный специалист отдела здравоохранения
19. Максименко П. – КОВИ 
20. Багдасарян А. – КОВИ 
21. Ефимова Т. – ОЭСР 
22. Каруп-Педерсен Й. – КОВИ 
Место проведения:








Министерство экономического развития, 8 этаж.








Содействие достижению Целей Развития Тысячелетия в области водоснабжения и водоотведения в Грузии путем включения в финансовую стратегию сельского ВКХ и проведения национального диалога по политике сельского ВКХ
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